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More than 50 yearc ago, the U.S.
goyernment built a big steel mill behind
the mountains 0i Utah, hoping it wQuld
prove invulnerable t0 attack by enemy
warplanes.

That mill still stands, but the very
thing designed to prctect it duling World
war II, its remoteness, is contributing to
its undoing today. Called Geneva Steel Co.,
it is on the verge 0f financial collapse a
mere 12 years after being given new life by
a group of Utah businessmen who pourcd
money into updating it. For the steel
industry in general, and Geneva in pa ic'
uLar, it's a painlul lesson tbat perhaps no
amount ol modemization can make an
old'style integrated steel mill competitive
with low-priced impo s and low-cost do-
mestic minimills.

In the 1980s, the U.S. steel industry
went through a wrenching downsizing that
cost it hundreds 0f thousands of jobs. But
the industry restructured and modernized,
emerging as a iar tougher - and more
eflicient - competitor in the world steel
market. But, as the industry is discovering
today, that wasn't enough to make it com-
petitive against what it says are ille-
gally dumped imports.

Failure to Make Interest Palment
Even so, Geneva's woes go deeper

than lhe current import crisis. On Fri
day. the Vineyard, Utah, company iailed
to pay a $9 million interest payment on its
debt. Already, Slandard & Poor's Ratings
Group, the credit-rating service, has said
thar a bankruprcy-law filing by Geneva is
"likely," and Georye Becker, the president
of the Uniled Sleelworkers of America, rs

citing Geneva as yel dnother casually in
the war against steel imp0rts. Mr. Becker,
in a conlerence call to discuss President
Clinton s steel-relief plan, stated that "Ge-
neva Steel is facing bankruptcy" a senti
ment shared by analysts.

Two other smail steelmakers Laclede
Steel Co. and Acme Metals Inc. have
already made bankruptcy-law filings.

For its part, Geneva said it is consider
ing "all options," including bankruptcy-
courl prole.tron irom (reditors and a slg
nificant restructuring of its debt. It has
retained financial and legal counsel to
$ork through the aiternatives. The com'
pany said it will begin talk with its
bondholders thrs week. Ceneva s chalr'
man and chiel executive officer,.Ioseph
Cannon, said the timetable for deter
mining the company's fate could be 30

days on the short end, or 180 days on
the long end. '

But hes not ready to give up. "I
just love thrs nill." said Mr. Cannon.
"People haye been predicting its death for
50 yearx. but we hale an incredibly resil-
ient work force. We are her€ for the
long term."

The current predicament is a far cry
from the late 1980s, when a group of Utah
businessmen -dedicated. but stillgreen ln
things steel - brcught Genevabackfrom a
similar near-death experience. In 198'6, the
mill was orned by the USX Corp.'s USX'
U.S. Steel Croup, which had taken rt
over from the U.S. govemment after
World War II. Thc mrll. sitting abour
.15 miles south of Salt l-ake City, was
old and Inpfficrent, its ancient open hcarth
fumace the last 0f its kind in the county.
ExeeutiYes Haileil as Saviors

U.S. Steel, saying the mill was beyond
repair, !.vanted to close it down. But a
group o[ local investors led b] Mr. Cannon
c0bbled together a financlng package.
The! borght the planl from U.S. Stecl ior
Just over $10 million - a few mllllon less
than U.S. Stepl had paid the governmenl
ior tne mlll rn the 1910s. U.S. Steplrctained
Geneva's pension and health retiree costs,
two big'ticket items that were skangling
many olher domesLic steelmakers. With-
oul those so-called Legacy costs pulling
th^y oc,u n. itnd w'll^ rhe slepl IndustO Just

startlng a rebound, Geneva took ofl.
Its executives were hailed as lo, al

saviors. visionary novices wh0 \4erc shaL
ing up lhe stodgy world ol sleel. wito
enormous successes in thelr hrst fe\t
yeam - Geneva was called a "miracle
mlll 'on the front page of The Wall Slrccl
Journal, while Forbes said the executives
$ere able lo breathe nPw life into a

hidebound business" - Cencva s leadcrs
could afford to mock their own ldck of
expe ence. "The fact ol the matter is, we

didn l know a thing about rhe sleel indus-
try," Mr. Cannon said at one point. "We
were troo stupid to know it was stupid to buy
a steel mill."

''Their limlng was very good, sajd

Rirhard Aldnch, d Lehmdn Brothers ana

lyst. Thesa guys qere looking like heroes

Bul they bought the mrllwhen the price of
steel was laking off. ThP pr0blPm .s lhosr
good years are few and far between.

For fiscal 1988. Geneva raporred nel
income of $68.-, million. Il h"s baen pretly
much dotrnhlll slnce. Il reporlcd a loss in
tiscaL 1992, 1993 and 1994. It had a sma
profit in 1995. but had losses rhe lasl threc
liscal !edrs during one 0f lhe mosl robusl
steelmark€ts in twQ decad€s.

While the downturn in the early 1990s

result€d in large part from overall weak
market conditions. the most [ecent one

results fmm the weak market as well as
the huge debt load Geneva carries, The
company went through a major overhaulin
the mid-1990s, and today is stuck with the
tab for il. we have d liltle 0l a catch-22,
said I1I. Cannon. "!Ve had to modernize to
stay c0mpetitive. but in order to do thatwe
had to incur this debt."

Spendingon Modernization
Overall, Geneva spent aboul $400 mil-

lion t0 modernize its mill, and analysts
said the new equipment - despite som€
start'up woes - has created a generally
well-run and etiicient operalion. Since
1988, Geneva's operating income has been
positive elery y-ear but two.

But the interest payments are hefty. h
fiscal 1998 ended Sept. 30, Geneva's operat-
ing income was 521.4 million, but it then
had to contend with interest payments 0f
S42.5 million, pulling its overall results into .

the red. tt is carrying some $380 million in
long'term debt, and has a sky-high debt-to- .

equity ratio of morc lhan 500 ,.
"When the market is strong and volume

is high, you can walk the thin line between
servicing debt and maintaining capital
expenditures," said Mike l-ocker, a steel-
induslry anallsl based in Neq Yorh.
''When the mark€t turns down, it becomes
much harder to handle ir. '

The main problpm ln recent months is
falrly straightforward: plummetingpdces
and shlprnent.. Sales during Ihe Seplem
ber quarter vere down l2.3qo from the
year-earlier period, while shipments wete
down 1,1.6%. Since then, the company
shipped 92,000 tons of steelin October, anil
officlals said shipments in November and
December could come in lower still. A
normal month 0f shipments would total
more than 165,000 tons.

Genel'a's location also has hurt. lvhile
il was a bencf.t ln a dlfferent era,
Geneva s setting doesn't count lor much
with rhp nalion s main sleel mdrkels in
places such as Detmjt and Chicago. "Ge-
neva hails itself as the 0nly integrated mill
west of the Mississippi," said Mr. Aldrich.
"That isn't something to brag about."

Geneva has been hit hald paflly be-
cause its main product - thjck steel plates

used for building things such as ships and
rail cars --was one ofth€ first to be hurt by
imports. Further. analysts said, Geneva
sells nearly all its steel in the spot market-
As a result, it doesn't have the long-terni
contra{ ts necessary to cushron lts fdll in
times that spot prices are dropping. as they
started to do last summer. To make
matters wo$e, more competitjon in the
plate busrn€ss is comingon line and frorn
such low-cost stalwarts as Nucor Corp.
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